In this article, we study the choice of issuer location and regulatory competition in the European corporate debt market. We fi nd that, in absolute terms, Germany has by far the highest outfl ow of debt issues, while the Netherlands, the UK, Luxembourg and Ireland see the most infl ows (in that order). We use a panel gravity model to investigate country specifi c factors attracting foreign subsidiaries as issuer. The data clearly support the prediction that the locational choice is positively infl uenced by a low withholding tax rate. There is also some evidence that corporate tax rates play a role. We do not fi nd support for creditor protection rules in bankruptcy as a driver of cross-border debt securities issues. Hence, countries who wish to attract issuers are well-advised to reduce their withholding tax rates -creditor rights seem not to matter.
Introduction
If offered a choice, firms will opt for the legal framework that best suits their business needs and the transaction at hand. It has been documented for a broad range of settings that firms choose a law of their liking and thus engage in 'legal arbitrage' (see Fleischer 2010 for a definition). The most famous example is corporate law. In the U.S., firms have always been able to incorporate in any state, thereby effectively choosing the corporate law under which they are organized. Because supplying corporate law to firms may be attractive for states, jurisdictions in the U.S. have engaged in what has come to be known as 'charter competition.'
Much more recently, a number of rulings by the European Court of Justice have set off a similar contest among European jurisdictions ).
Firms' choice of law and regulatory competition between jurisdictions is not confined to corporate law. Other examples include forum shopping with respect to insolvency proceedings or the cross listings of public companies. We consider a somewhat less prominent but highly relevant area of business law: the legal rules governing corporate bonds.
Recent legislation indicates that European jurisdictions actively compete in this area.
Germany, for example, has just modernized its Bond Debenture Act (SchVG) to make it more competitive.
2 To the best of our knowledge, we are the first to study the extent of legal arbitrage and regulatory competition in corporate debt issues in Europe. Our work examines the motives behind firms' choices. Knowing why firms prefer certain jurisdictions and avoid others can provide valuable guidance to lawmakers seeking to improve their own legal framework. Such insights are also important if one wishes to evaluate the effects of regulatory competition both generally and in the corporate bond market. Firms' ability to select from a menu of jurisdictions is not a given but the result of conflict-of-laws rules. These 'rules of the game' can be changed if, for instance, the European Union concludes that the quality of corporate bond law deteriorates as a result of regulatory competition.
3 direction of causality: 3 The coincidence of legal rules and indicators of financial development can mean that 'good' law causes superior economic performance. But it could also be the other way round, with the law responding to an increased demand for legal protection due to a growth in specific activities. Identifying causality, therefore, is a major challenge facing the law and finance movement. In this regard, legal arbitrage can be an indirect piece of evidence:
If market players shop for particular legal rules, it follows that differences in law matter for economic activity. For instance, stronger creditor rights may coincide with a greater volume of credit in the economy. If firms facing a choice between different jurisdictions actively seek those with more robust creditor protection, then there is a case that creditor rights are the cause, and financial development the effect.
In the realm of public debt, legal arbitrage can occur at two different levels. First, debt securities are themselves governed by the terms of the indenture and hence by contract law.
Second, there are various legal rules that attach to the issuer of the securities and that are equally important to investors and the firm. In this contribution, we examine legal arbitrage with respect to the second set of rules. Firms can effectively choose the applicable law by deciding where to locate the issuer of the debt securities -either by using an existing subsidiary or by establishing a new one in the jurisdiction of choice. To examine this decision, we employ a gravity model, nowadays a workhorse in international economics.
Although it has been applied mostly to international trade, there is a more recent literature adapting this model to financial flows (Eaton and Tamura 1994; De Ménil 1999; Portes et al. 2001; Portes and Rey 2005) and M&A activities (Ashcroft et al. 1994; Di Giovanni 2005; Delannay and Méon 2006; Hyun and Kim 2010) . To our knowledge, this is the first analysis implementing a gravity model in a law and finance context.
The basic idea of gravity models is to focus not on individual countries but on the flows in country-pair relations. Our dependent variable, accordingly, is the number of cross-border debt security issues between a 'country of origin' and a 'host country' in a given year. We study issuer choice in the European corporate debt market based on a dataset of 870 bilateral country relations for the period 1980 to 2008. We find that, in absolute terms, Germany has by far the highest outflow of debt issues, while the Netherlands, the UK, Luxemburg and Ireland see the most inflows (in that order). The data clearly support the prediction that inflows are influenced positively by a low withholding tax rate. Corporate tax rates also play a role: If the multinational firm's ultimate parent faces a high corporate tax burden, it is more likely to have foreign subsidiaries issue debt securities. We see this as evidence of profit shifting. At the same time, however, higher corporate tax rates appear to attract debt security 3 See La Porta et al. (2008, pp. 298-299) for extant evidence on the direction of causality.
4 issues by subsidiaries of multinational firms, particularly asset backed securities. We explain this somewhat contradictory finding with a strategy to use locally issued debt securities as a tax shield ('tax shield hypothesis'). Finally, we find only indicative evidence that the level of creditor protection is important for the location of debt security issues. Creditor rights under bankruptcy law do not seem to matter, but the effectiveness of contract enforcement positively influences the number of cross-border bond issues attracted by a particular jurisdiction.
In section 2 we describe the legal environment for corporate debt security issues and formulate hypothesis on the influence of creditor protection rules and tax law on issuer choice and location. Section 3 presents the methodology and data, section 4 the gravity model results. Section 5 concludes.
The legal environment for corporate debt security issues
One can think of a variety of reasons why a firm would have a foreign subsidiary issue debt securities. We are interested whether 'law matters' for this decision, that is, whether by choosing a foreign venue firms engage in legal arbitrage and, accordingly, whether jurisdictions can attract more cross-border issues by changing their legal rules. Based on theoretical considerations, there are two main aspects of the legal environment that can influence a firm's decision to locate its debt security issue in a particular jurisdiction. First, tax considerations can play a role in choosing where to issue debt securities. Therefore, tax law is a dimension in which we try to spot legal arbitrage (subsection 2.2). Second, jurisdictions can differ in the degree of protection afforded to the holders of debt securities. If there is significant variation in this regard, one would expect firms to take it into account (subsection 2.3). Before identifying relevant differences in these two areas of the law, we should clarify what we mean by a 'foreign' subsidiary or, correspondingly, by the 'location'
of an issuer (subsection 2.1).
'Location' of issuer and parent
There is a great variety of legal criteria -depending on legal context -to determine an entity's 'location.' The place of incorporation and the statutory seat are strictly formal criteria.
Many others consider the actual business activities, such as the 'headquarters,' 'center of main interests,' the 'real seat,' or the 'center of management.' These latter substantive criteria should be very closely aligned. In our data and hence in our analysis, 'issuer location' is defined as the country of incorporation. Accordingly, a 'foreign issuer' is an entity incorporated in a jurisdiction different from the corporate parent. From an empirical point of view, the country of incorporation should correlate strongly with the more substantive 'location' concepts. Before 1999, many European Economic Area (EEA) member states followed the 'real seat' doctrine and required a legal entity to incorporate in the jurisdiction in which it had taken its 'real seat,' i.e., its central management or principal place of business.
While the European Court of Justice in its ground-breaking Centros (1999), Inspire Art (2002) and Überseering (2003) judgments has effectively dismissed the real seat doctrine and some firms have subsequently incorporated out-of-state Eidenmüller 2007), there are still significant barriers (Becht et al. 2009) , and 'reincorporations' of existing entities have become workable only recently. 4 Accordingly, it seems safe to assume that most European firms, especially the large ones, are still incorporated in the country of their main business activities. For the timeframe of our investigation ending in 2008, the incorporation state should largely coincide with the location of the main business activities and the other substantive criteria.
Tax law
The location of the issuer has important tax implications. 5 One potential type of tax law arbitrage involved in issuer location choice relates to the taxation of interest paid to bondholders. Interest is part of the taxable income in the investor's home country. From the point of view of the issuer, interest payments are expenses that reduce corporate income and hence the corporate tax burden. Many states, however, levy an additional tax on interest payments from the issuer. The tax is meant to be a tax on income received by investors, but it is collected as a 'withholding tax' 'at the source.' Issuer location thus determines whether and at what rate the debt security is subject to withholding tax. Typically, the investor's home country will grant a tax credit to equalize the effect of the withholding tax. Yet claiming the credit creates an additional burden and can entail costly delays. More importantly, a tax credit does not eliminate the withholding tax for tax-exempt investors such as, notably, US employee pension plans and educational endowments. If investors are affected by the withholding tax, they will refrain from buying the debt security or demand to be compensated through higher interest rates; in either event, the firm's cost of capital rises. We thus hypothesize that jurisdictions with low withholding taxes or no withholding tax at all attract more issuer subsidiaries.
4
A reincorporation is typically effected by means of a cross-border merger. 
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In addition, issuer location choice can be influenced by differences in corporate income tax.
In this respect, there are two plausible theories that lead to opposite predictions. The first can be referred to as the 'profit shifting hypothesis.' As a general rule, an incorporated entity's profits are subject to corporate income tax in its country of residence. By shifting profits to another entity in a different jurisdiction, firms exploit variation in corporate income taxation and, particularly, in the applicable tax rate. 6 There is a growing literature on corporate tax strategies designed to channel income towards entities in low tax jurisdictions. Tax laws seek to prevent profit shifting by requiring transactions between affiliate entities to be conducted 'at arm's length', i.e. at prices that unrelated parties would demand and pay in the open market. Yet firms appear to be violating the arm's length principle: Dischinger (2008) and , among others, provide evidence on a link between reported profits of affiliate entities and corporate tax rate differentials. As an example of the tax planning devices used by multinationals, Dischinger and Riedel (2008) and Karkinsky and Riedel (2009) demonstrate that firms locate their intellectual property in countries with lower corporate tax rates. They explain this finding with the opportunity to transfer profits into low tax jurisdictions by charging higher royalty prices than the arm's length principle permits.
Having a subsidiary in a low tax jurisdiction issue debt securities could follow an analogous strategy: If all or part of the debt is raised to finance not (only) the business of the issuersubsidiary itself but (also) the operations of the parent or of subsidiaries in other jurisdictions, the issuer serves as an internal bank for the group. Charging a higher interest rate for intragroup loans than it has to pay to investors, the issuer realizes a spread at the expense of its intra-group borrowers. In consequence, the issuer shows a higher profit whereas profits of the parent and/or the other subsidiaries are diminished. Profits are siphoned from high tax to low tax jurisdictions. 7 With regard to the decision to issue debt securities abroad, the profit shifting hypothesis thus predicts that parents from high-tax jurisdictions issue debt securities through subsidiaries in low tax jurisdictions. 8 For our empirical analysis, the profit shifting 6 Apart from tax rates, profit shifting can be motivated by specific tax benefits. A prominent example were Belgian 'coordination centers' of multinational firms, which (until 2010) enjoyed a significantly lower tax burden, see EU Council (1999, pp. 30-31) for details.
7
In principle, profits could also be shifted from the subsidiary (high tax jurisdiction) to the parent (low tax jurisdiction). To accomplish this, the subsidiary would have to charge lower interest rates than it has to pay to investors. Tax authorities in the subsidiary's jurisdiction would face little difficulty detecting and neutralizing such a scheme by treating the net loss as a disguised dividend. By contrast, it is harder for tax authorities to determine that a foreign affiliate is charging more for a loan than its own cost of capital because they would need to observe the financing terms of the foreign entity, which is not subject to their jurisdiction.
8
A second argument supports this prediction: Raising debt through the subsidiary can also finance the subsidiary's own operations. In this regard, the subsidiary's debt issue substitutes for an intra-group loan from the parent. Such downstream loans are a way to shift profits from the subsidiary by charging an interest rate above the parent's own cost of capital. But if the subsidiary faces a lower tax rate than the parent, there 7 hypothesis suggests that lower corporate tax rates have a positive effect on cross-border debt security issues in a given jurisdiction.
The profit shifting hypothesis builds on the idea that multinational firms use interest rate spreads between external debt and intra-group loans to direct corporate income to low tax jurisdictions; lenders within the group 'overcharge' other affiliates to siphon off profits. By contrast, the competing 'tax shield hypothesis' focuses on a general tax characteristic of debt as opposed to equity. There is a major tax advantage of debt over equity in that interest expenses are deductible whereas dividends are not; payments to debtholders reduce the firm's tax burden, payments to equityholders do not (Modigliani and Miller 1963 Desai et al. (2004) show that leverage increases with corporate tax rates. calculate explicit measures of the marginal tax rate on equity and the tax incentive to shift debt to a subsidiary. They find both variables to have a significant positive effect on the leverage of foreign subsidiaries in a large panel of European firms. In sum, the available evidence supports the tax shield hypothesis. Whether the profit shifting effect exists (with regard to issuing debt securities) and whether it neutralizes or even dominates the tax shield effect for debt securities is a matter we seek to determine empirically.
is no reason to shift profits to the parent. Hence, one would expect to see fewer downstream loans and, all else equal, more debt being issued by the subsidiary itself. 8
Creditor protection rules
In the first instance, bondholders look to the contractual terms of their debt security for protection against opportunist behavior by the debtor, particularly the incentive to increase default risk (Jensen and Meckling 1976) . The bond indenture will typically stipulate safeguards such as financial covenants or a trustee acting on behalf of bondholders. Contract law determines the validity of these contractual provisions and can impose additional rules.
The applicable contract law may thus be a primary concern for bondholders. However, the contract law governing the securities does not depend on the issuer's domicile. Private international law permits a choice of law, and debentures usually contain a choice-of-law clause. 10 An issuer in jurisdiction A can easily choose the contract law of jurisdiction B to govern its debt securities. Therefore, we do not expect contract law to matter for the location of issuers.
Apart from contractual safeguards, investors can rely on statutory or judge-made rules against debtor opportunism. Such rules will be found in corporation law and bankruptcy law. Securities law (capital market law) can also benefit creditors, particularly by imposing disclosure duties on issuers. Such requirements usually apply if debt securities are listed at a stock exchange or offered to the public. For the rules determining the applicable securities laws in Europe see Enriques and Tröger (2008) .
expenses or avoid more restrictive bond covenants. In line with this conjecture, the 'law and finance' literature starting with La Porta et al. (1997, 1998) Drawing on these insights, it seems natural to hypothesize that jurisdictions with stronger creditor rights attract more cross-border debt security issues. However, legal arbitrage regarding creditor protection law is more difficult to accomplish. Corporation and bankruptcy laws of a given jurisdiction govern only domestic entities and their assets. While a multinational firm with its ultimate parent in country A can set up a subsidiary in country B to issue debt securities, the (supposedly superior) corporation and bankruptcy laws of B apply only to the subsidiary and its assets. In practice, the parent will often extend a guarantee to the issuer's creditors. As a consequence, if a default occurs, the guarantee has to be enforced against the parent, which is subject to the corporation and bankruptcy laws of country A.
Employing a foreign issuer does not change creditor protection rules with regard to the assets of the parent (or any other group entity extending a guarantee) located in another jurisdiction (Chart 1). Therefore, if a multinational firm wishes to choose a different jurisdiction for its creditor protection law, it has to transfer the underlying assets to the entity in the preferred jurisdiction. Creditor rights depend not so much on where the debt securities are issued but on where the assets backing the securities are held.
12
The results of Haselmann et al. (2009) are driven by legal rules on collateral, which are not included in the widely used creditor rights index of Djankov et al. (2007) .
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Chart 1: Legal arbitrage with regard to creditor protection rules if assets are held by the parent A general conclusion is that legal arbitrage regarding creditor protection rules can be very costly. It is not enough to set up a foreign subsidiary (if it does not exist already) and to use it as issuer of the debt securities. In addition, the firm would have to transfer the assets underlying the debt security to the foreign subsidiary, which will often be infeasible or too expensive, not least because capital gains are realized and become subject to corporate income tax. It thus seems that the cost of legal arbitrage would typically exceed any benefits from superior creditor protection rules.
Yet in one special case, legal arbitrage is more likely to be feasible: The firm does not have to shift assets insofar as a subsidiary itself is holding assets, as in the case of an operating subsidiary. In such a setting, the firm can choose to issue debt securities through the subsidiary to take advantage of its better creditor protection rules. The alternative would consist of selling debt claims against the parent. The parent's creditors have indirect recourse against the subsidiary through the parent's shareholdings. Of course, there is a crucial difference: Regarding the subsidiary's assets, creditors of the subsidiary have priority over the parent and its creditors. 13 Nonetheless, debt issues by the parent can serve as substitutes, albeit imperfect ones, for debt issues by the subsidiary (Chart 2).
13
Conversely, the subsidiary's creditors cannot enforce their claims against the parent's assets (provided that no specific guarantees or security interests have been granted).
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Chart 2: Legal arbitrage with regard to creditor protection rules if assets are held by operating subsidiary All else equal, we expect differences in creditor protection rules to have an impact on the proportion of debt securities issued by a parent and its subsidiary, respectively. 14 In a recent contribution, Banerjee and Noe (2010) analyze the corresponding tradeoff in terms of minimizing the agency costs of debt. They predict that jurisdictions with stronger creditor rights (i.e., a stronger bargaining position for creditors in debt renegotiations) capture a larger share in the total debt being issued by a multinational firm. Consistent with this prediction, Desai et al. (2004) find that foreign subsidiaries of U.S.-based multinational firms incur higher leverage and pay less interest in countries with stronger creditor rights (as measured by the index of La Porta et al. 1998 ). In addition, the greater indebtedness is driven by more external borrowing while there is less credit extended by the parent. Likewise, Huizinga et al.
(2008) also find creditor rights (taken from Djankov et al. 2007 ) to be a good predictor for subsidiary leverage with respect to a very large panel of European multinational firms ranging from 1994 to 2003.
Methodology and data

Econometric approach
To identify country-specific differences in law that motivate legal arbitrage, we analyze debt issues where the corporate parent and the debt issuer are located in different jurisdictions ('cross-border debt security issues'). We are interested in the number of cross-border debt 14 For the U.S., Kolasinski (2009) reports that issues of debt securities by subsidiaries amounted to 13 % of all public debt issued by non-financial firms.
security issues in a country pair consisting of a 'country of origin' (where the corporate parent is located) and a 'host country' (location of the subsidiary) in a given year. We thus seek to identify the legal factors influencing the debt security issues a host jurisdiction attracts in a particular country-pair relation. Using country-pair relations has the obvious advantage of revealing more information than a standard country panel because we observe the origin and target of cross-border issues at the same time.
A general difficulty with count data is how to deal with zero cross-border issues. Discarding them would be a poor solution because the countries without any cross-border issues may result from a different data generating process (Baltagi 2008 Hausman et al. (1984) . We then assess how well the Poisson estimator actually predicts the data at hand. For the baseline specification below we find the Poisson estimator to correctly predict any counts above 5 while it does rather poorly in forecasting the zero observations (69 instead of 91 percent zeros are correctly predicted). This result may be due to the fact that the Poisson model suffers from overdispersion. Comparing the Poisson estimator to the negative binomial (NB) estimator, we find the latter to predict the data almost perfectly for all values (all of the 91 percent zero observations are correctly predicted). We therefore reject the Poisson estimator in favour of the NB estimator.
A second econometric concern is endogeneity. Panel data has the advantage that it permits general types of country specific heterogeneity. To limit the likelihood of omitted variable bias, we have estimated all models postulating time invariant country-pair effects. This specification solves the problem of omitted variable bias much better than including a handful of control variables that may influence cross-border debt issues (Baldwin and Taglioni 2006) .
The model thus takes unobservable time invariant variables like a history of legal stability or the quality of legal institutions into account, without having to specify them explicitly in the equation. Due to the fact that the conditional fixed effects NB estimator as suggested by Hausman et al. (1984) is a 'pseudo' panel estimator, the model permits the simultaneous identification of explicit time invariant country pair effects like the distances between two jurisdictions.
We specify the following baseline equation considering the theoretical concepts stated above:
where y is the number of cross-border debt issues attracted by the host country i from the country of origin j in year t. F(.) denotes the NB distribution function as in Baltagi (2008) .
Gravity is a vector of distance, contiguous, language, imports/exports and bond market size.
Likewise, Risk and Law are vectors of government yield and inflation as well as withholding tax, corporate tax, creditor rights, legal origin and contract enforcement respectively (for details see Table 1 ).
The distribution in our data has many support points, but action concentrates on a few values only. Therefore, we additionally consider an ordered probit model in which we collapse the number of events into a small number of groups and rank them on an ordinal scale. Another robustness check (potentially improving the specification) might be a dynamic model. From a theoretical perspective, one might conjecture that certain pair relations get more intense over time due to learning effects or path dependence. However, since dynamic estimators require us to make additional assumptions while at the same time being more sensitive to omitted variables, we decided not to specify such a model. We take some comfort in that the data does not seem to exhibit much stationarity (see Chart 3). For instance, the number of debt issues by German multinational firms through subsidiaries in the Netherlands peaked in the year 1996 and decreased steadily thereafter. Note that the total number of cross-border debt security issues in all country pairs increased over time.
14 Chart 3: Cross-border debt security issues over time by pair relation
Data and summary statistics
Our analysis is based on a sample of corporate debt securities issued by subsidiaries of multinational corporate groups. The data on debt issues was extracted from the Thomson In our overall sample, we consider a broad array of debt securities, which consist mostly of straight bonds, floating rate notes, medium term notes, and asset backed securities; the latter category includes among others collateralized debt obligations and the German 'Pfandbriefe'
(covered bonds). 16 As a robustness check and to study some of our hypotheses in more depth, we construct two sub-samples -one with straight bonds and the other with asset backed securities. While investors in asset backed securities typically do not have recourse to other assets of the firm, parents and other entities of the group often provide guarantees for straight bonds issued by subsidiaries. Straight bonds are thus more likely to be backed not just by the 15
As 'SDC Platinum' is supposed to be exhaustive, the absence of cross-border bond issues should be interpreted as an absence of activities rather than a lack of data. Hence, we coded the absence of crossborder bond issues by replacing missing values with zeros.
issuer but also by entities in other jurisdictions. In total, we observe 11,718 cross-border issues of debt securities (4,719 straight bonds, 1,275 asset backed securities 17 ).
We merge the data on cross-border debt issues with several macroeconomic, financial and legal variables. The third set of variables of interest comes from the law and finance literature and is specified to test the hypothesis that creditor protection rules matter for issuer location choice (see the creditor rights variable in our study has a panel structure, it is less likely to suffer from miscoding or a confounding variable problem. We further use information on the number of days it takes to resolve a payment dispute through courts. The data for our contract enforcement days variable come from Djankov et al. (2003) and provide a measure for the efficiency of the judicial system. Finally, we include the legal origin of each country from Zweigert and Kötz (1998) . To the main advocates of the law and finance movement, legal origin determines the 'style of social control of economic life' (La Porta et al. 2008 ).
According to this view, the common law tends to be more concerned with free market contracting and, therefore, provides stronger safeguards for investors and creditors. Hence, legal origin could be a proxy for more robust creditor protection.
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The data is available at http://www.oecd.org/document/60/0,3343,en_2649_34533_1942460_1_1_1_ 37427,00.html#cci.
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We extended the initial OECD panel for Bulgaria, Cyprus, Estonia, Iceland, Latvia, Lithuania, Romania and Slovenia.
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As the data is only available until the year 2003 but does not exhibit much variance over time, we extend the latest observation in all cases until the year 2008. 
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In very many of the country pairs (9 out of 10), no cross-border debt security issue took place.
The remaining observations largely cluster around 1 to 10 issues (see Chart 4), with an absolute maximum of 148 issues from German multinational firms hosted in the Netherlands in 1996 (see Table 2 ).
Chart 4: Density of cross-border debt security issues in country pairs (values 1 to 30) Interestingly, cross-border issue flows are often rather one-sided. 6,842 of the cross-border debt issues in our sample in a given country pair and year (say, from country A to country B in 1995) are not matched by a corresponding debt issue in the opposite direction (from country B to country A). They can be characterized as net inflows (to country B). This is a first hint that cross-border issues concentrate in certain host jurisdictions. In fact, 98 percent of net inflows are attracted by the Netherlands, Luxembourg, the United Kingdom and Ireland (listed from the most to the least important host jurisdiction). Chart 5 depicts the (gross) inflows and outflows for the European jurisdictions in our sample.
Chart 5: Total inflows and outflows of cross-border debt issues 1980 -2008
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Because they are scaled to total issues, inflows can per definition never exceed 100 percent but outflows can and do in some cases because they do not count in the denominator. For instance, the number of debt securities by Belgian firms through foreign subsidiaries is 1.75
times larger than the total number of issues in the domestic market. In Luxembourg, by contrast, outflows represent less than 1 percent although inflows from EU/EFTA member states amount to 34 percent of the domestic market. Except for Sweden, the Scandinavian debt markets are relatively closed with a small share of in-and outflows relative to the domestic market. In absolute terms, Germany has by far the highest outflow of debt issues, while the Netherlands see the most inflows. Table 5 reports the correlations between the number and the volume of debt securities, straight bonds and asset backed securities, for all country pairs. All of these variables exhibit strong correlations. In particular, a plausible alternative for our dependent variable -the volume (in billion US $) of cross-border debt security issues -is highly correlated with the number of issues. Since we are interested in firms' choice, and the unreported estimates of a Tobit gravity model based on the volume of debt security issues generate results rather similar to the conditional NB panel model, we restrict our analysis to count data estimates only. Table 6 contains a correlation matrix of cross-border debt security issues in country pairs with the main explanatory and control variables. As expected, the withholding and corporate tax 23 rates in the host country are negatively correlated with inflows. Vice versa, the number of cross-border debt issues is positively correlated with the corporate tax rate in the ultimate parent's jurisdiction, which is in line with the profit shifting hypothesis. The latter correlation is not only highly significant but also large in magnitude. Moreover, the number of debt issues is positively correlated with the host country's creditor rights index. The correlation matrix shows, however, that most explanatory variables are highly correlated with one another (very frequently at the 1-percent level). Therefore, one cannot identify the effect of market size, tax advantages and creditor rights on inflows of debt issues based on simple correlations, making multivariate and in particular panel data methods clearly preferable. Table 5 : Correlation matrix: Number and volume of cross-border issues in country pair for full sample and subsamples Table 6 : Correlation matrix: Cross-border issues in country pairs (inflows to host country from country of origin) and explanatory variables
(1) debt securities # 1.00 (2) debt securities $ 0.82 1.00 (3) straight bond issues # 0.88 0.71 1.00 (4) straight bond issues $ 0.77 0.78 0.87 1.00 (5) asset backed sec. # 0.64 0.54 0.27 0.21 1.00 (6) asset backed sec. $ 0.58 0.60 0.24 0.23 0.88 1.00
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (1) debt securities # inflows 1.00 (2) distance -0.07 1.00 (3) 
Results
Gravity model
Debt securities
In Table 7 we present the results of the gravity model estimations. They originate from the baseline model set out in section 3.1. In what follows, we report incidence rate ratios as they can conveniently be interpreted as multiplicative effect or semi-elasticity. This implies that all estimates below one have to be interpreted as a negative effect, while estimates greater than one reveal a positive relationship. We focus on the fixed country-pair effects estimator, because it deals with omitted variables more adequately than the simple pooled model.
Conducting a Hausman test leads us to dismiss the random effects model as being inconsistent
for the overall sample and the subsamples (analyzed in subsection 4.1.2 below).
As regards the classic gravity variables, we find throughout all specifications a negative effect for distance (between the capitals of the host country and the country of origin). 1,000
kilometers of additional distance reduce cross-border issues by 40-55 percent, but the effect does not come out significant in our preferred fixed-effects specification. A common geographic border also fails to be statistically significant. Unlike in the international trade literature, we do not find support for our conjecture that geographic proximity -as a proxy for transaction cost -explains where firms locate debt issues. Even more surprisingly, a common official language also does not stimulate inflows, which suggests that English as the lingua franca of international finance overcomes any language barriers. Even though the EMU membership and bond market size variable show the expected sign, these variables are not significant as well. As regards the two measures of country specific risk, we find somewhat mixed results, with lower government bond yields and higher inflation increasing the attractiveness of the host state. The former result, indicating that shaky public finances discourage corporate debt issues is weakly significant, while the latter is not.
Considering legal factors driving the choice of issuer location in multinational firms, we hypothesized that a lower withholding tax rate would increase inflows of debt issues to a jurisdiction. We find impressive support for this prediction. Our withholding tax rate variable is strongly significant for the conditional NB estimates (and unreported Poisson as well as Tobit estimates) and shows the expected sign, with a 1 percentage point increase in the withholding tax rate reducing cross-border debt issues by 2.6 percent. With regard to corporate taxes, our results generally confirm neither the tax shield nor the profit shifting hypothesis, as the corporate tax rate variable comes out insignificant for the overall sample.
Regarding the legal factors we expect to influence issuers' choice, we find only legal origin to have a significant and robust impact throughout all specifications. In unreported estimations using three separate dummy variables, French, German and Scandinavian relative to English legal origin all show an incidence rate ratio below 1, which is significant at the 1-percent level. It might be that there is a drift towards better creditor protection under the common law.
However, we do not have much confidence in this conclusion: There are only three jurisdictions of English legal origin in our sample. These are also the countries with English as an official language, which could explain their attractiveness; or the legal origin variable may just have randomly selected two countries with very large inflows (the UK and Ireland).
The effect of contract enforcement days is as one would expect: The more efficient the court system (as measured by the time to resolve a dispute), the more debt issues a jurisdiction attracts. This effect is, however, only weakly significant (at the 10-percent level) for the preferred fixed effects model. Our third variable of interest is creditor rights. In none of the panel models we find a significant impact of creditor rights on multinational firms' choice where to issue debt securities. Generally speaking, the creditor rights index has been a mixed success in empirical research. It failed to yield significant results as soon as legal origin was included even in La Porta et al. (1997) , the paper that started the law and finance movement and first introduced the creditor rights index. 24 At the same time, there are too many potential legal or economic factors behind the legal origin variable to draw reliable conclusions. In sum, our analysis lends only very weak support to the hypothesis that differences in creditor protection rules generally explain multinational firms' choices where to issue debt securities.
The relevant factor for the location choice is taxes.
24
See also the other references in subsection 2.3 above. 28 differ regarding the importance of safeguards on behalf of creditors: Straight bonds typically have longer maturities so that creditors should be particularly concerned about protecting themselves against opportunism. By contrast, asset backed securities are typically 'bankruptcy remote': The entitlements of securityholders and the special purpose entity holding the assets are structured so as to prevent the entity from becoming insolvent (Standard & Poor's 2008) .
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Creditor protection should therefore play a more pronounced role in the straight bond subsample.
In general, our findings appear to be quite robust in the straight bonds subsample, with withholding tax rates and legal origin showing the same sign and high statistical significance as in the larger debt securities sample. Furthermore, within the straight bonds sample we find that multinational corporate groups locate the bond issues preferably in jurisdictions with low government bond yields, which can be interpreted as aversion to country-specific risk. As in the baseline sample, we find inflation to attract cross-border issues of straight bonds. High inflation may point to a greater exchange rate risk, leading firms to finance the subsidiary's operations in local currency. With regard to the asset backed securities subsample, the effect of government bond yields and inflation turns the other way. Country-specific risk may affect going concern firm value more than the value of individual assets, which could render asset based financing relatively less expensive than debt backed by the firm's business operation.
The opposite signs of government bond yield and inflation in the two subsamples might explain why the variables do not turn out significant in the larger sample. Surprisingly, in the asset backed securities subsample the withholding tax effect disappears in our preferred fixedeffects specification, which is hard to explain. The host country corporate tax rate remains insignificant. what multinational firms look for when they pick a foreign jurisdiction, once they have decided to go abroad. However, since our unit of observation are cross-border debt security issues in country pairs, we also know the location of the firm's ultimate parent. Obviously, the number of cross-border debt security issues in a given country pair should not only depend on Including 'push' factors should help to specify the model better and thus to estimate the coefficients more precisely. As to host country 'pull' variables, the estimates confirm withholding tax rate and legal origin as relevant predictors for a host country's attractiveness.
The extended model lends more empirical support to contract enforcement than our original specification. In addition, EMU membership now turns out highly significant for debt securities in general and straight bonds in particular. For the straight bond sample, we find membership in the EMU to more than double the debt issues being attracted. Finally, we now find a significant positive effect of corporate tax rate in the host country. This result conforms to the tax shield hypothesis. It is mainly driven by asset backed securities, which is also consistent with the tax shield hypothesis: Securitization amounts to refinancing the assets through debt securities. The assets' cashflows no longer generate profits for the subsidiary but instead have to be used to pay the securityholders. 26 Asset backed securities are another way of establishing a tax shield.
Looking at the country of origin, we find corporate tax rate to be significantly and positively related to cross-border issues. The effect is even larger than that of the host country corporate tax rate. High corporate taxes in the country of origin push firms to issue debt securities abroad. In and of itself, this finding is consistent with the profit shifting hypothesis. At first blush, however, it is hard to reconcile with high corporate taxes being a 'pull' factor. It seems that firms decide to go abroad to escape high corporate taxes, but then again seek high-tax jurisdictions. The former result conforms to the profit shifting hypothesis while the latter is predicted by the tax shield hypothesis. Yet the two hypotheses may well coexist. Profit shifting and erecting a tax shield can be motives for different multinational firms and different subsets of cross-border debt security issues.
26
See Han et al. (2010) for a model of corporate tax incentives to securitize bank loans. 
An alternative ordered probit model
As an additional robustness check, we group country pairs in four groups depending on the number of cross-border debt security issues: The first contains the country pairs with no cross-border issues, the second to fourth those with a moderate (1-10), large (11-50) and very large number (51-150) of cross-border debt issues. The idea is that there could be distinct data generating processes. For instance, some jurisdictions may have ceased to provide any infrastructure for debt securities at all; others have the required legal and financial institutions but take no interest in luring debt issues from abroad; a few countries are pursuing a conscious competitive strategy of promoting its legal and financial services industry. To see whether our results hold up against such a story, we estimate an ordered probit model based on the four groups mentioned above. Our results on tax and creditor protection variables are largely confirmed. While a lower withholding tax attracts cross-border debt security issues generally and with respect to straight bonds in particular, asset backed securities are affected by corporate taxes. The legal origin of a particular country affects all samples alike. 
Summary and conclusion
Regulatory competition between jurisdictions has become a central feature of the European legal landscape. As in the US, such competition occurs, for example, in the area of company law. But it surely is not confined to this field. In this article, we have been looking at issuer location and regulatory competition in the European Corporate Debt Market. To the best of our knowledge, we are the first to study the extent of competition for corporate debt issues in Europe empirically. We find that, in absolute terms, Germany has by far the highest outflow of debt issues, while the Netherlands, the UK, Luxemburg and Ireland see the most inflows (in that order). We use a panel gravity model to investigate the motives for choosing an issuer incorporated in another jurisdiction.
The data clearly support the prediction that inflows are influenced positively by a low withholding tax rate. A 1 percentage point increase in the withholding tax rate reduces crossborder debt issues by 2.6 percent. Corporate tax rates also play a role, but here the picture is less clear. Considering the perspective of both the host country and the country of origin, we find some support for the hypothesis that firms use out-of-state issues as a tax shield by issuing more debt locally in high-tax jurisdictions ('tax shield hypothesis'). This effect shows up with respect to asset backed securities. There is also some evidence for the hypothesis that multinational firms from high-tax jurisdictions issue debt securities abroad to create profit shifting opportunities ('profit shifting hypothesis'). Further, in none of the panel models do we find a significant impact of creditor rights in bankruptcy on multinational firms' choice where to issue debt securities. The only weakly significant effect that we observe is that of the efficiency of a host country's court system as measured by the time it takes to resolve a dispute.
The implications of these findings appear to be straightforward: Countries that wish to attract bond issues should lower or abolish withholding taxes. From a European regulatory perspective, this result provides empirical evidence on an important field of tax competition.
As tax law arbitrage is costly, our findings strengthen the case for abolishing withholding taxes in Europe. A somewhat sobering result for European jurisdictions might be that even if they radically improve on their legal rules as applicable to debt securities, especially with respect to creditor protection, they should not anticipate to capture a larger market share in the European public debt market. 'Success' in European regulatory competition crucially depends on identifying the drivers of firms' choices. Whereas in company law, incorporation speed
